














(3) By increasing the dependency credit from $10 to $15 we make more
adequate provision for families with dependents, thus correcting an inequity in
the present law and giving tax relief where most needed.

By broadening and.deepening the.iﬁdividual income tax in this way we can
meet our additional tax needs fairly and rationally without erecting a costly new
tax superstructure like that of the sales tax. At the same time, it becomes
imperative to put the .income tax on a pay-as-you-go basis by withholding and by
current quarterly payments as now done by the Federal government and by a growing
number of sister states. The Governor's Tax Study Committee unanimously recom-
mended this step, even in the absence of tax increases. 1 cannot ask the honest
and conscientious taxpayers of this state to assume substantial additional burdens
when tax slackers are escaping millions of dollars of taxes already on the statute
books.

We have already taken action to get the fullest possible benefits of Federal
auditing and enforcement activities through the most advanced program of exchange
of income tax information that exists in any state today. This program will be
especially effective in reaching business, professional and other self-employed
taxpayers. But, if we wish to collect all the estimated $5;500,000 of tax being
evaded each year, the only effective method open to us is to withhold the tax at
the source.

As the tax burden rises, it also becomes increasingly important to break
income tax payments into small pieces which are péyable automatically with the
receipt of one's paycheck thus building.into our income tax thevchief advantage
of a sales tax. By this method, our income tax is put on a par with other payments
that we budget week-by-week and month-by-month. Yet, unlike the sales tax, we
know how much tax is being taken out of each paycheck and how mﬁch the total .is
when we settle up our tax liability .in April each year.

5, Minnesotats Comparative Position.

Where would the proposed program place our individual income tax in relation
to other states? Perhaps the best basis for comparison .is the ratio of state to
federal income tax collections in the various states, since this automatically

takes into account all features of the income tax law. Of the thirty states with
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income taxes, nineteen also have sales taxes. If we eliminate these from the com-
parison in order to bring together the eleven states which are on a comparable tax
footing, we find that Minnesota's present income tax burden ranks seventh among

the eleven states (Chart VI).
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Our income tax collections represent 11.5 per cent of the federal col-

lections, as against percentages ranging from 12.1 to 29,4 per cent in the six
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states with heavier income taxes than ours. The recommended program would bring
our ratio to 15.2 per cent, somewhat below Kentucky and Wisconsin and substantiaily
‘below Vefmont and Oregon. This dbeé not consider the inévitabie tax increases .in
other states.

6. Recommended Changes in Corporation Income Tax.

Our pfesent revenue situation also calls for an increase in the corporate
income tax. Our corporate tax collections represent only 5.8 per cent of federal
collections, a figure that places us eighth among the eleven income tax states that
have no sales tax (Chart VII). Thus it .is entirely reasonable that we .impose on
corporations an income tax,increaée that is comparable to the one recommended for
Aindividuals.

To accomplish this increase .in the corporate income tax while protecting the
position of the small corporation, T recommend (a) elimination of the deductibility
of the federal corporate.incgme tax and (b) reduction of the corporate tax rate
from the present 7.3 per cent, including surtaxes, to a straight five per cent.

In removing deductibility,‘we would follow the lead of the 21 income tax
states fhat already have taken this step to broaden their corporate income tax
base. Since the federal tax deduction privilege .is worth only 30 per cent on the
first $25;OOO of corporate income, while it is worth 52 per cent on .income above

$25,000, the recommended change will actually reduce slightly the tax burdens of

small corporations. Since they currently realize only 30 cents on the dollar from
this deduction, they will gain more from the reductiop .in the state tax rate than
they will lose from the withdrawal of federal deductibility. ZEven for the larger
corporations, the nét cost of the corporate .income tax (after taking account of
the fact that the state .income tax will still be deductible for federal income tax
purposes) will be very modest: Less than 2% cents on each dollar of Minnesota

income. -
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7. Recommended Structural Changes.
Side by side with these tax increases, I wish to urge the adoption of changes

in the business income tax base, recommended by the Tax Study Committee, to improve
the equity of the income tax and increase the incentive to invest in Mimnnesota. The
Committee recommended abolition of the special Malternative allocation formula.™ At
present, this formula permits the state manufacturer for out-of-state markets to put
a weight of 70 per cent on sales and only 15 per cent each on payroll and property,
as against the usual formula of 33 1/3 per cent for each. As a result, some manu-
facturers are escaping large smounts of tax that would otherwise be due. At the
same time, we wish to continue to encourage manufacturers in Minnesote who are pro-
ducing for out-of-state markets to expand their operations here. This consideration
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leads me to suggest that, rather than eliminate this tax incentive entirely, as the
Committee recommended, the special formula be cut back only part way, to weight
sales 50 per cent instead of the usual 33 1/3 per cent. The preferential formula
wopld then become 50-25-25 instead of the present 70-15-15.

As a further, and much broader, incentive to business investment in Minnesofa,
T urge the Legislature to adopt the recommendation of the Tax Study Committee that I
have made previously: allow accelerated depreciation for new investments in machinery,
equipment and buildings on the same basis as provided for in the United States Internal
Revenue Code of 1954 as amended in 1958, except that the effective date shall be
January 1, 1959. This recommendation includes the new special inéentive to small
business in the form of a ZQ-per cent first year allowances fofkinvestﬁents not in
excess of $10,000. The accelerated depreciation provisioné apply not only to coopera-
tions, but to business and professional men and farmers.

Cther changes to conform with new federal provisions and to improve the climate
for investment will be proposed in due course. I do not, however, recommend that
Minnesota blindly follow the federal government in all its income tax changes. As
jhe Governor's Tax Study Committee récommended,'the Minnesoté provisions should "be
brought into conformity with the federal law in all cases where the differences are
purely technical and/or where the poiicies involved are acceptable to the people of
Minnesofa." But the Committee recognized the values of freedom of choice at the
Staté and local ievel and.felt that Minnesota should feel free to differ in such
matters as taxation of dividendé and other areas "wheéé there is room for real dif-
ferences in value.preferencesu; In addition to exercising thié right of free choice
which is one of the prerogatives of self-government at the state level, we mustvbe
careful not to adopt néw federal provisions which have opened up unintended loop-

holes. A series of technical and conformity changes will be submitted to the
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legislature after the Tax Department staff has completed revisions designed to pre-
vent umnwarranted tax avoidance and unnecessary loss of revenue.
8. Increases In Other I§§§§.l

In keeping with the principle of the most equitable distribution of the
burden of increased taxes, I believe it is proper to assign a share of the needed
increase to other existing taxes. I, therefore, recommend the following:

(1) Cigaret and Tobacco taxes. Increase from 4 to 5 cents per pack; elimin-

ate tax stamps and dealer discounts; and increase tax on the other tobacco products
from 15 to 20 per cent of manufacturer's price.

(2) Liguor tax. Increase the surtax from 10 to 20 per cent on distilled
spirits and wine and continue the preseﬁt 10 per cent surtax on beer.

(3) 1Inheritance and Gift taxes. Simplify the classification system; increase

rates in the middle and lower brackets, and reduce certain excessive rates; eliminate
certain special exemptions and increase the general exemption lévels; and raise the
gift tax rates and exemptions to the level of the inheritance tax rates and exemp-

tions, instead of three-fourths as at present.

(4) Iron ore tax. Increase the rate of the occupation and royalty taxes
(except on taconite) by one percgntage point; extend labor credits to the royalty
tax, and extend special tax benefits to new beneficiation facilities for low-grade
ores.

‘ The foregoing adjustments in general follow the principle of combining rev-
enue increases with improvements in tax structur§ regommended by the Governor's Tax
Study Committee. For example, the Committee recommended elimination of tax stamps
and discounts and closer alignment of the tobacco products tax with the cigaret tax.
Similarly, I have followed the Cbmmittee’s proposals to produce a more balanced in-

heritance tax structure with rates and exemptions that are in considerably better

_29-,



points to the present combined severance tax rate of 13.65 per cent on iron ore.

conformity with those of other states. Although the Committee was silent on the
question of the gift tax, my proposals would simplify gift tax compliance and
administration and would follow prevailing practice in othér states to coordinate
gift and inheritance tax rates..

Concerning iron ore, the Committee recommended that "the present effective
levels of burden of occupation and royalty taxes including all present surtaxes
should not be increased, except as a part of a tax increase program affecting busi-
ness generally." However, in light of the impact of recession and foreign ores on
the position of Minnesota iron ore, I do not feel that it would be wise to advocate
an increase in the iron ore tax corresponding to the increase in the corporation

income tax. Such an increase would mean an addition of approximately four percentage

Instead, I recommend that the iron ore occupation and royalty taxes be increased
by only one percentage point, with one-half of the proceeds being used to give addi-
tional benefits to low-grade, high-cost ore operations, and particularly to the
small mining operators. These benefifs will be worked out in accordance with the
recommendations of the Tax Study Committee to extend credits to the royalty tax and
extend additional tax beneffts in conhection with beneficiation of low-grade iron
ores. ‘As the Committee aiso recommended, I urée that the present special tax on
taconite operations be maintained in its present form and at current levels, thus
assuring our iron mining industry, as it moves increasingly from the low-cost direct
shipping ores to the high-cost beneficiated ores; of 2 friendly tax climate for its

heavy investments in new facilities.

9. Improving the Tax Climate for Investment.
Two years ago, in a position of relative revenue ease, a golden opportunity

to implement the Tax Study Committee's recommendation for a drastic reduction of
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personal property taxes on business and farm inventories was lost. This program,
which I fully endorsed, went well beyond the recommendation for personal property tax
relief.for manufacturers which I had made in 1955. Although it is extremely diffi-
cult to determine the exact impact of taxes on the location of industry, most studies
indicate that taxes are much less important in determining business location than
such factors as the cost and quality of labor, transportation costs, power costs, the
availability of water and natural resources, the level of public services, and the
like. Nevertheless, if there is any feature of the Minnesota tax structure that
imposes an undue burden on industry, it is the.personal property tax, and it is our
goal to reduce this burden. But given the magnitude of our present fund-raising
requirements, and the need to recommend tax increasés on individuals, I cannot in
good: conscience recommend that the legislature provide this relief during the current
biennium. We must, therefore, postpone action on this highly desirable tax adjust-
ment for the time being. But when vigorous economic growth restores our revenue flow,

as I am confident it will, we shall again be in a position to move ahead on tax relief

for business and farm inventories, as well as on removal of the household goods tax.
Although we cannot take this major step at the present time, I wish to point

out that a number of changes are being made to improve the tax enviromment for -in-

vestment in Mimnesota: (1) The introduction of accelerated depreciation and the
special 20 per cent first-year allowance on investments up to $10,000 will provide
a tax stimulus which is directly related to capital investment; (2) the additional
tax benefits for high-cost iron ore operations will encourage investment in new
beneficiating facilities; (3} in the small business area, which is so vital to
vigorous economic growth and competition, the proposed changes in the corporate in-

come tax will reduce burdens on corporations with incomes below $25,000, and (4) other



small business tax relief, in addition to accelerated depreciation, will be pro-
vided in the technical and conforming legislation which will be Submitted later

in the session. FEven in the face of our heavy revenue needs, therefore, we will
contiﬁue to adjust our tax strucfure so as to stimulate industrial and agricultural
investment .in Minnesota.

10. Property Tax Reform.

The property tax is another area in which reform is long overdue. This tax
is the fiscal backbone of local government; whatever weakens it weakens self-
government at the county, township, school district and city and village level.
Experience .in manyvother stétes has shown that, while we cannot hope to reform
property tax administration over night, progress toward a more equitable property
tax administration should be pushed on many fronts. I am proposing a six-point
program to continue our progfess toward more uniform property tax administration:

1. Strengthen the recently established Property Tax Division in the State
Tax Department by meking budgetary provision for establishment of additional
positions. With added personnel, this Division can enlarge its program of con-
structive cooperation with local and county aésessing officials .in the .interest
of improved assessment procedures and better appraisals of large and complex

properties.

2. Spread the state property tax levy on an equalized basis. TUnder the
present system of spreading an equal state millage levy throughout all counties,
those that under-assess their property do not pay fheir fair share of the
state property tax. This proposél of spreading the state levy on an equalized
basis will assure that each county will meke its proportionate contribution to the
state levy. Owing to cerfain highly technical legal problems, the precise method

of carrying out this recommendation must be worked out with great care.
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3. As an extension of the philosophy of home rule which is so highly
cherished here in Minnesota, I recommend that County Boards of Commissioners be
given the authority to consolidate the assessment function at the county level
under one assessor for the entire county by resolution of the board. This would
simply mean that in those counties where the elected representatives of the people
desire to make this change, it would be legally possible for them to do so.

4, Set up realistic modern training and experience standards for eligibility
to appointment in filling vacancies as County Assessor and Supervisor of Assessments
to assure a continuing development of expertness in these important positions.

5. Provide for the assessment of large industrial and commercial properties
by the State Department of Taxation, on behalf of local governmental units. A
number of states have extensive programs of assistance of this general type at the
present time, and this step would relieve the local assessing officials of the
excessive burden .involved in appraising highly complex properties for which no
sales figures are readily available.

6. Provide for equalization of individual assessments within classes of
property and provide that taxpayers whose .individual assessments are out of line
with the general level of assessments within the respective classes within districts
will have a simple means of securing relief.

11. Effect of Increases on Financing.

The effect of the proposals for new revenue are summarized in the large fold-
out chart. You will note that, by assigning alk collections from the individual

income tax to the Income Tax School Fund, together with its constitutional share

of the .iron ore occupation tax, the entire appropriation recommendation of

$236, 066,000 .is covered, leaving a balance of $1,895,000.




Similarly, by assigning all collections from the corporate income tax,
togethér with other recommended increases, to the General Revenue Fund, the entire
appropriation of $254,5oo;ooo.is covered.

It will be further noted that the program anticipates the use of 50 per cent
of -the gain. from moving to current payment of the .income tax for certain non-recurring

activities. -

Vil. Conclusion

The foreg01ng program wéuld raise the required revenues .in a balanced and
equltable manner that w1ll not bear ﬁnduly hard on any one group of our citizens or
any one ty?e of economlc‘act1V1ty. | | p "

It follows thé gﬁide lines laid down by the Governor's TaX‘StuAy Committee,
not.only.in the broad approach to raising addedvrevenﬁés; but also in pushing ahead
on revisions and'feforméito.iﬁprove tax equity; étimuiate economic growth, and |
strengthen tax osmpliahce and administration.

As I reflect on our fiscal problem.in_its broédest perépective, I am struck
with the crltlcal JAmportance of d01ng a courageous and respon81ble revenue- ralslng
job. In our emerging society of abundance, the people can and will demand a high
levei and quality of>services fromvgovernment. If we are to be worthy of the
privilege of self-government, we must be williﬁg to provide and pay for essential
services at the state and local level., I am confident that the people of Minnesota,

recognizing the need for the services provided for .in this budget, will approve a
- : ;

responsible program of taxation to pay for them.
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